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CAC
Final Argument

Questions to be posed:

O

O
O
O

(1)

(2)

Why are we here?

What should have occurred?

What to do about the present situation?
Recommendations?

Why are we here?

Centra has incurred increasing negative net losses since 2020/21
and substantial reduced post acquisition retained earnings.
Without a rate increase, the trajectory is in a downward projection,
especially given flat to declining revenues.

There is no debate about the financial picture; hence the interim
rate order of 4.5% increase (Board Order 125/24) and the
agreement of CAC to finalize that rate increase under the
circumstances. | say under the circumstances, because CAC would
have recommended a 2.8% + 2.8% + 2.8% but given the fact the
interim rates were in place and the test year is complete, the only
practical outcome is to look forward.

What should have occurred?

(a) History of Regulation

o Ultilities came in every year until acquisition of Centra by MH
in 1999.

o In 2003 the PUB required Centra to file a rate application at
least every 3 years (Board Order 118/03 p.84 and p.102)

o Regulatory Principles

Regulatory Principles

The Proper Due Process in a Future Test Year Rate-Setting
Framework is:
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e The applicant submits a GRA in advance of the Test Year(s) — with
a formal request of the rate relief that is being sought by the
applicant and why (in accordance with the PUB rules of practice &
procedure 10 (3) (b)(c));

e The timing of the filing of the GRA allows time for the regulatory
process and regulatory decision to occur before the Test Year
begins. This timing is well known to applicants from the decades of
prior precedents;

e The regulatory process occurs and interested parties are provided
the opportunity to make final arguments and take positions that may
represent adjustments to the proposals of the applicant;

e The regulator issues a decision that may result in adjustments to the
proposals of the applicant;

e The applicant provides a compliance filing to the regulator that
incorporates the various decisions of the regulator in compliance
with the decision including the incorporation of any revenue
requirement adjustments in an updated COS; and

e The resulting rates are implemented for the Test Year.

This tried and true regulatory process is the very embodiment of due
process and determining the public interest and allowing the regulator to
balance the interests of ratepayers with the financial health of the
applicant utility.

Emergency ex-parte rate increases, and conditional rate increases with
no process are the exceptions — and should not be normalized as the
proper basis of due process and determining the public interest.

(b) Centra has been reluctant to adhere to the Board’s direction to file a
GRA at least every 3 years.

o The last GRAs were 2013/14 and 2019/20. Allowing matters
to fester is not good for regulation. It creates unnecessary
complications for all stakeholders. The PUB is constantly
having to unwind the past; unpack prior years and reconstruct
events. The customers of Centra face the risk of having to
pay rates on a go forward basis based on historical events.
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It is unprecedented that a utility knowing that its financial
results have been deteriorating does not seek rate relief.

The explanations given by Centra are basically just excuses
for not filing before now. Even at this juncture, Centra was
forced by the PUB to file.

A private utility would never let such a situation to occur. The
only explanation is the fact that MH is a public corporation with
political masters and obvious constraints have been placed on
Centra to only request 1 year of a rate increase.

That is why the concern of risk associated with Centra’s
financial position has to be tempered. There is no risk of
Centra providing safe and reliable service — the CEO stated
as much.

There is a strong indication that MH is maintaining a holding
pattern vis a vis Centra until it figures out where it wants to
end up in this evolving energy environment.

As such, Centra’s masters are not panicking about Centra’s
position.

There is no Armageddon and so any evidence about “righting
the ship”, must be received with a view to a managed and
measured response by the PUB.

As Mr. Rainkie stated Centra is in a code yellow (not code
red)(T-1757) environment and there ought not to be any
precipitous steps taken to accelerate any relief for Centra.
especially since Centra does not have any application formally
before the PUB beyond the Test Year.

The PUB should not do the work for Centra, when Centra is
not prepared to do so for itself.

We have to disabuse ourselves of the moral hazard notion
that Centra, in making a choice to its detriment not to seek
rate relief well before now means the PUB should rush to
“right the ship” on a false premise; that premise being that
something dire will happen if what Centra is implicitly
advocating for, in terms of an indicative rate path, does not
occur.



1 3 major considerations when assessing this application:
2 (a) Prudence
3 “Prudence standard
4 Under this principle, customers should be charged only for
5 prudently incurred costs. This recognizes the fact that regulated
6 entities have a responsibility to manage themselves in a prudent
7 manner. This principle is central to the PUB hearing process and
8 the wealth of evidence collected and examined by the Board in
9 its proceedings.”

10 (PUB website)

11

12 (b) Outlier Concerns

13 o InICAM - allocation costs between utilities

14 o In not implementing a ZOR

15 o The classification of distribution mains. (Bowman Formula)

16

17  (c) Rates going forward

18 o If ordered;

19 o What rates

20 o For how long should they be in place

21 o What conditions, if any, should be imposed?

22

23 (3) What to do about the situation?

24

25 While a Test Year application is on the table, it is clear that Centra will

26 not be coming back for at least another 3 years (if then) unless the

27 PUB orders otherwise. The question is do we have enough

28 information on the record to make some decisions about the short

29 term.

30 o | emphasize the short term, because any decisions extending

31 beyond 2027; with the uncertainty of MH’s business model and with

32 all the moving parts, makes such decisions premature at best and

33 risky at worst. Nor is Centra recommending that any long term

34 determination be made by the PUB.
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o So if the Board finds that rates should be set for another 2 years,
CAC recommends 2.0% + 2.0% subject to conditions to be
discussed when we come to the recommendation section.

o As Mr. Rainkie stated (T.1759) do a reset before a pivot to a new
paradigm (business model) and then followed by a regulatory
framework consistent with the new business model.

CAC Indicative Rate Path — 4.5% + 2.0% + 2.0%
1. Centra proposes an indicative rate path of 4.5% + 4.5% + 2.75% for
3 yrs:

There are 2 important components:

(i). Prudence

(i).  What is required to get Centra back on a suitable positive financial
footing.

o What seems to be lost in this proceeding is that while the fact of
financial difficulty may directionally inform the appropriate rates to
be applied; it does not necessarily determine what the appropriate
rates are.

o Prudence in rate making is always a prerequisite. It is a pillar of
“‘just and reasonable” rates. Rates cannot be “just and reasonable”
in the absence of prudence.

o Prudence is not a measure of one or more categories of
expenditures, but rather the total cost picture (T-1822)

o Furthermore, concomitant with prudence is onus. The onus is
always on the applicant to establish prudence; it is not presumed.

o In this Application it is quite evident that there has been a lack of
prudence in the part of Centra.

o Rather than “nibble at the edges” Mr. Rainkie has concentrated on
an obvious and glaring lack of prudence; namely, Organizational
Support Costs (“OSC”). It is beyond dispute that 5.1% of the
indicative rate path of 12.2% relates to OSC.

o lItis an understatement to state that in an environment of flat or
declining revenue (of which Centra was aware since at least 2014)
that an increase from the last GRA of $17M to 2025 or 110% is
excessive. The articulated reasons are varied from inflation to wage

5
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increases, to computer upgrades. But they do not justify the
excessive amount claimed.

2. Consider the following:

(a) Non-gas expenses will have increased by $43M between 2020 and
2027 forecast (or a 30% increase) (CAC Ex.11 p.22).

(b) The company is a mature operation without any obvious reasons to
warrant such excessive OSC costs.

(c) The non-controllable cost pressures do not come close to the 110%
increase.

(d) The ratepayers of Centra ought not to be subjected to rates which
reflect such an increase in controllable costs when service to the
customers has not demonstrably changed or improved.

(e) There is a recognition by CAC that there are non-controllable costs,
and also that every OSC cost is up, but there was an effort made to
challenge only excessive increases in OSC; namely corporate
infrastructure (a $5.2M or 116% increase) and departmental support
($6.2M or 129% increase) (CAC Ex.11 p.31)

(f) That recognition allowed for an increase of 33% from 2020-2025 or
5% year, still well above inflation at 3.4% /yr. (Ex. CAC — 14 p.8-10).
It recognizes that an increase due to inflation of 18% and 15% for
other costs is more than reasonable.

(g) At a 33% rate post acquisition, retained earnings would be $59M
higher by 2027. And the equity ratio would be 6% higher.

(CAC Ex. 14 p.10)

3. Conclusion: A top down analysis:

(a) Business 101 tells us that if revenues have been more stagnant for
years and, if there is the possibility of lower revenue and hence
upward pressure on costs, an organization does not allow controllable
costs to get out of hand.

(b) With a more reasonable handle on controllable costs the financial
picture of Centra would be just fine.(i.e. assuming a 33% increase in
OSC costs over the last 5 years)

6
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4. Root Causes

(a) Not maintaining appropriate level of FTEs
(b) Allocation Issues

(@) FTEs

(1) In 2017 before VDP (voluntary departure program) MH engaged 748
FTEs for major projects; (for a total of 6411 FTEs) (CAC Ex.14.p.11)
(CAC Ex.15 UT3)

(2) The additions were to be temporary i.e. when the projects were
completed, the FTEs were to be returned to normal. It was not a
license to increase FTE above a more normalized level. (FTEs are
projected to increase by 43 FTEs in 2026 and 143 FTES in 2027)
(Centra Ex. 14 p.11) (T. 1707) (CAC Ex.15 UT3)

(3) Such increases with an overlay of cost allocation inputs to Centra
customers are not justified.

(4) There was a suggestion that, since Mr. Rainkie left MH 8 years ago,
the PUB must tread carefully when listening to his evidence, | remind
the PUB Mr. Rainkie was CFO of MH when the VDP was planned, so
he is well aware of the intent of the reduction in FTEs.

(5) (i) Centra (Ex.30 p.28) argues that it is not appropriate to state that all
employees working on the major capital projects should mean a
reduction to FTEs.

(i) Obviously if permanent employees were seconded to the
construction of a major capital project, once they returned to their base
position then they would bump a temporary employee who had been
filling their role or if they took over a vacant FTE. In either case the
overall FTEs would be reduced as the major capital construction
projects has now been completed.

7
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(iii) Mr. Rainkie testified that the VDP was a long-term strategy and not
meant for the FTEs to increase back up to where they had been — and
did not agree that FTEs were “rock-bottom” (T.1787-1788).

(iv) Centra has over complicated things with its bottom up approach of
considering what was promised to each of the 748 FTEs when they
got seconded to a major capital project in terms of holding their base
position or not. A simple (and top-down) way of looking at it is that the
corporation needed to manage its overall FTE complement to find the
necessary reductions to get back to a normalized FTE level once the
major capital projects were in-service.

Allocation Issues

(1) The most complicated and flummoxing part of this revenue

requirement process was the allocation of common costs between
Centra/MH through ICAM.

(2) Proper allocation has been an issue since Centra was acquired in

1999.

(3) It has become more complicated and unwielding.

(4) There has been an undue reliance on one metric (activity charges);

which is not a complete or infallible indication of costs.
(i). It requires thousands of data inputs;

(ii)). It assumes that the timecard activity is accurate. Itis not. It
relies on the precision and dedication of the person doing the
time carding. When there is no direct charge to the
customer/client related to the input, the reliability is more
suspect; is dependent upon the degree of auditing; the
frequency of the time carding; and the judgment of the person
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allocating time between 2 entities; (T-1727) one fictional; one
real.

(5) CAC does not challenge the activity change numbers per se.
However, activity charges used extensively, as a single factor for the
preponderance of allocation of common costs, represents an
inappropriate reliance.

(6) (i) The allocation complexity is a dilemma which the industry has
ameliorated, (if not totally overcome) by the use or multi-factor
allocation (primarily a 3 factor allocation) (the Massachusetts Formula)

(i) The industry recognizes that the use of 3 factors accomplishes the
salutory goals of simplicity, risk mitigation, objectivity and stability to
name a few; (CAC Ex. 14 pgs. 14-16) (T-1729-30)

(iii) More pertinently, it has received general regulatory acceptance
and avoids the laborious, time consuming and vexing use of one
metric. (CAC Ex. 14 p.17)

(iv) The “proofis in the pudding”. The use of activity charges has led
to an obvious overcharge of OSC to Centra. Activity charges are used
to allocate a total of 65% of common O&A costs; an inordinate
reliance on one metric. (CAC Ex. 14 p.18)

(v) MH’s ICAM allocation is the reverse of industry standard, in which
Centra predominantly one factor is used.

Centra Final Argument: (Ex.30)

Centra states that the Integrated Cost Allocation Methodology (“ICAM”)
is fair and provides a reasonable allocation of costs between electric
and natural gas operations: (pgs.29-34)

o Centra summarizes why Centra thinks that its ICAM is reasonable;
how it has changed since the last GRA, and, notes that Deloitte
found the ICAM to be reasonable through its independent third-party

9
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review. There is simply no response to the evidence on leading
industry practice in terms of the Massachusetts Formula or 3-
factor allocators for common costs.

Mr. Rainkie’s evidence of why the 3-factor allocator is a leading
industry practice in terms of satisfying all 3 of the Bonbright key
ratemaking attributes is as follows:

(i) revenue attributes = stable allocation of common costs and
reduces the risk of sole/heavy reliance on 1 metric to allocate
common costs (such as activity charges) — especially considering
the recently filed MH GRA which forecasts major capital projects
and total capital projects and total capital spending of $31B over the
next 20 years.

(i) cost attributes = fair and reasonable apportionment of common
costs — considering size, scope, complexity, diversity, capital-
intensive nature and labor-intensive nature of utilities.

(iii) practical attributes = widely used in industry and generally
accepted by utilities and regulators in North America.

All of the above help to ensure the stakeholder confidence of the
common cost allocation between MH and Centra — and finally bring
the outstanding ICAM review issues from the last 15 years to a
close (CAC Ex. 14, pgs. 16 and 21 and T.1728-1730 and 1738-
1749).

Centra’s predominant use of activity charges and sparing use of the
hybrid allocator does not adequately address these considerations.

Centra argues that its ICAM just has to be reasonable (the test) and
not perfect to be accepted by the PUB (T.2016).

(i) However, there is no perfection in the allocation of common costs
— but rather — Massachusetts Formula/3-factor allocator is better in

10
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all three parts of the above mentioned Bonbright key ratemaking
attributes, than the MH/Centra ICAM.

(i) The ICAM is not stable and had to be adjusted between the 2020
and current Centra GRA through manual intervention by Centra
judgmentally adjusting cost allocators and introducing a 2-factor
hybrid allocator on a limited basis.

(iii) For cost attributes, the ICAM with its predominant weighting to
activity charges and the sparing use of a 2 part Hybrid allocator
without weighting to net revenues, puts too much weight on the
labor-intensive nature of the utilities and not enough weight on the
size, scope, complexity, diversity and capital intensive nature of the
utilities and does not recognize these factors as it relates to MH'’s
fourth line of business, electricity exports (T.1185-1890).

Outlier Factor

(iv) the MH/Centra ICAM with the predominant use of activity
charges is an outlier in Canadian and North American utility
practice. As such, it does not meet the practical related attribute of
general acceptance.

Forward Looking
(v) The Massachusetts Formula/3-factor allocator also proactively
addresses the expected changes to MH as outlined in its current GRA
and is much preferable to MH/Centra having to manually intervene in
the ICAM allocators or judgmentally adjust the ICAM allocators, as
was the case for the last MH major capital projects era.

And will most likely be the case for the upcoming MH major capital
projects era where the assets and activity charge allocators are likely
to move around again.

Reliance on Deloitte Study (Ex. DEL 1)

Deloitte states at p.17:

11
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“4.5 Summary

In summary, we considered the information and analyses gathered in our
research of primary and secondary comparators in our review of MH
Hydro’s costing methodology.

The allocation methodology and approach utilized by MB Hydro is
relatively consistent with the principles of cost allocation most commonly
used by the utilities reviewed above, with costs either being directly
allocated if possible, and only shared costs being allocated between
business units using single cost allocators or a hybrid such as a
Corporate Hybrid allocator noted in section 2.2.2.”

[emphasis added]

o Mr. Rainkie queried what “relative consistency” means. (See also
CAC Ex. 11 p.52 1.29-34) Clearly Deloitte did a superficial
assessment of some utilities but essentially went only so far as to
confirm that Centra used a combination of one cost allocator and a
hybrid.

Recommendation

o The use of a 3-factor formula — 1/3 to assets; 1/3 to net Revenues;
and 1/3 to FTEs (or if the PUB accepts activity charges). (CAC Ex.14
p- 23)

o This recommendation results in 2 rate setting adjustments.

(1) As can be seen from the evidence of Mr. Rainkie, the net differential in
allocation of OSC to Centra is $21M (2021-24) less than the allocation
by Centra amortized at $7M/yr over 3 years to limit any
intergenerational inequity. (CAC Ex. 14 p.31) (CAC Ex.16 UT1)
(Centra Ex. 15 p.29 Fig.9)

12



1 (2) A reduction in allocation of common costs in the 2025-2027 test years
2 of $6M/yr (CAC Ex. 16 UT4) (Centra Ex. 15 p. 29 Fig.9)
3
4 o lItis much more indicative of a proper allocation, given the undue
5 emphasis placed on one metric, which is inconsistent with the
6 prevailing industry wisdom. (T-1734).
7
8 o Itis not cross-subsidization. Cross — subsidization is where a cost
9 clearly incurred by one entity is allocated to another entity which is not
10 what is happening here. It is proper industry leading practice in terms
11 of allocation. (T-1872)
12
13  Administrative Support Costs
14
15 o Centra says it explained the rationale for the $5.0M increase in
16 Administrative Support Costs.
17
18 o CAC asked whether it relates to increase in employees or an re-
19 organization in reporting to more division heads/VPs.
20
21 o Centra has not answered the question.
22
23 (1) Centra states (Ex.30 pgs. 19 and 35/36) that Mr. Rainkie disregarded
24 the explanations and supporting rationale Centra provided for the $5M
25 increase in Administrative Support Costs (CAC/Centra 1-29 (g), T. 164-
26 165 and CAC/Centra I-16(b)(c)):
27
28 o Mr. Rainkie did consider those explanations in his evidence.
29 Essentially, they are merely a generic and qualitative description of
30 what Administrative Support time is (documenting processes, general
31 meetings etc.) and the impacts of the MH reorganization (CAC Ex.11,
32 pgs. 60-62).
33
34 o These explanations are “what” administrative support entails and do
35 not answer the “why” or the justification for a $5M increase between
36 2021 and 2025.

13



o The explanation is essentially that Administrative Support has
increased because administration activities increased and some
unexplained “shift” from end of the line gas/common activities to more
administrative support. These explanations do not meet the “onus of
proof’ of Centra to include these increased costs in the approved
revenue requirement. Despite multiple attempts to obtain a
quantitative justification by CAC and PUB advisors, the resulting
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9 answers were not satisfactory. [see PUB/Centra 1-46(a) and 1-64
10 (c)(e) and CAC/Centra 1-29(g) and 1-31(f); CAC/Centra lI-14(a)(b)
11 and CAC/Centra lI-16(b)(c)]

12

13 o Given the lack of a cogent explanation, it would appear that

14 administrative costs are a residual hangover of costs without an

15 identifiable allocation source or a quirk in the model (T-1741) or the
16 result of a corporate reorganization where dedicated gas departments
17 instead of a reporting to one business unit, now report to several

18 business units (CAC Ex.14 p.22).

19

20 o When dealing with such imprecision, the impact is felt much more
21 acutely by the Centra ratepayers than electric ratepayers, where the
22 latter allocation represents a rounding error in the much larger

23 corporate entity.

24

25 Remember:
26 (a) Centra is a much smaller enterprise. It has one business

27 (distribution). MH is much more complex. It has 4 businesses

28 (generation, transmission, distribution, electricity exports) (T.1887).
29 (b) It is captive; has no service level agreement; and no protection

30 from cost escalation and no one independently looking after

31 Centra’s interests (T.1744 and T.1864).

32

33 (2) Centra asserts there is Value to Gas Customers of the Corporate

34 Reorganization (Ex.30 p.28)

35 e The question to ask is whether there is value to Centra ratepayers
36 of the corporate reorganization evidenced by reduced costs and/or

14



1 increased service level (this is how value is delivered to
2 customers)? Centra asserts there is value in the corporate
3 reorganization but has not offered evidence of cost reductions or
4 service level increases for the added costs.
5 e There is a litany of narratives which are all qualitative explanations
6 of how the numbers are tallied — but not the why. For example,
7 Centra states (Centra Ex.30 p.28 1.28-31; p.29 1.1-2)
8
9 “While the Corporate Reorganization has resulted in more
10 costs being allocated to Centra, the value of the
11 reorganization was discussed by Centra’s witnesses,
12 including being able to work more effectively allowing a
13 focus on priority items, integration of electricity and natural
14 gas services provided to customers and greater sharing and
15 oversight at the vice-president level that supports integrated
16 planning of natural gas and electricity operations.
17
18 o What does that really mean other than the admission of “more
19 costs” is totally unclear.
20
21 Recommendation:
22

23 CAC recommends that the 2025-27 Revenue Requirements be reduced
24 by $5M for these unsupported Administrative Support Costs increases.
25

26 Impact of Recommendations:

27

28 Flowing from the cumulative impact of the 3 adjustments to the CAC

29 indicative rate path of 4.5% + 2.0% + 2.0% is the following:

30

31 A. (1) The PUB has a balancing act. It must consider the implications

32 for all stakeholders. Given that MH (Centra) is a regulated monopoly
33 the PUB must be the “gate keeper” to protect of the interests of

34 consumers (esp. the captive SGS class). It must also protect the

35 interests of the utility.

36

15
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17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

(2)
(3)

(2) Butthe PUB is in an awkward situation. Centra was not
concerned enough about its financial situation to ask for rate
increases for future years. Centra’s recent Review and Variance
Application signalled that on a stand-alone basis, its Retained
Earnings was not really an issue. (T-1859)

(3) Accordingly, the PUB must take it that Centra will manage just
fine in the interim. The overriding consideration must be the
avoidance of rate shock.

What CAC is proposing accomplishes the following:

It allows Centra to get back on a sound financial footing with the
timelines of the indicative rate path; both on a net income and
retained earnings basis; (CAC Ex.16 UT1)

(a)There is no debate about the diminution on Centra’s financial
picture since 2020 and its downward trajectory.
(b)But the real world scenario is that:

i. Centra’s total equity position would be in the order of $150M and
its equity ratio would be 18% (CAC Ex. 11 p.83)

ii. Credit agencies do not discretely consider Centra’s net debt in the
credit rating equation.

iii.  With the proposed indicative rate path recommended by CAC,

Centra’s financial position will improve its post acquisition
retained earnings by 2027 to $42M (CAC Ex. 14 p.35) and a
capital coverage ratio enough to support sustaining capital
expenditures and business operations capital using Mr. Rainkie’s
rate setting presentation of cash flow. (CAC Ex. 14 p.28) (T-
1896)

It does not reward Centra for its refusal to apply to the PUB. (even for
an interim rate application) before now;
It avoids rate shock by modest increases over the next 2-3 years.

16
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15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

(i) The proposed indicative rate path represents a modest steady
increase over a 2 year period, as opposed to something more drastic
(such as a 12% - 14% increase in 1 year) (T-1761); if Centra was
truly in desperate straits.

(i) But under no circumstances should the PUB entertain any longer
term scenarios as floated at this hearing for 2 salient reasons:

(a)Centra should not be encouraged to avoid filing a GRA for
another extended period;

(b)MH'’s strategic planning (business model) ought to be filed in
advance of the PUB considering any changes to the rate
setting framework and longer term financial targets.

Further Issues Raised:

A) Centra stated (Ex. 30 p. 19) that about $35M of Gas O&A is allocated

from MH or 4% of consolidated O&A (T. 2059):

Centra attempts to “minimize/deflect” the allocation of overheads to
gas operations from MH by dividing the amount allocated of $35M
over a much larger consolidated O&A base of $830M and the electric
operations that are many magnitudes larger than gas operations.
Mr. Rainkie’s evidence demonstrates that the $18M increase in OSC
from 2021 to 2027 reduces Centra’s post-acquisition retained
earnings by $81M; essentially draining these retained earnings, as a
result of gas operations being many magnitudes smaller than electric
operations (CAC Ex. 14, p. 9; T. 1704-1706).

This argument also reinforces the notion that the MH/Centra
leadership ignored the negative impact that the huge increase in
overhead costs at MH would have on Centra’s retained earnings.

B) Centra asserts that Mr. Rainkie fails to recognize that Centra has

cash flow deficits. (Centra Ex. 30, p. 14 and T. 2068)
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1 o It is acknowledged that Centra has some borrowing requirements.
2 Centra uses the term Cash flow deficits as a “pejorative” for borrowing
3 requirements. But Canadian utilities are making investments in
4 replacing aging assets, investing in new growth and capacity and
5 higher levels of DSM expenditures and financing these investments
6 through a combination of debt financing and equity financing. That is
7 a normal situation and not a cause for alarm.

8

9 o Mr. Bowman was asked if in his experience is it typical or atypical that
10 public utilities finance a portion of capacity & growth and DSM
11 expenditures through debt financing and a portion through internally
12 generated funds — to which he replied in his experience it is typical
13 (CAC/IGU 1-3b).
14
15 C) The question raised by Panel Member Nemec as to the comparison
16 of distribution rates or cost across other utilities. (Centra Ex.31.)
17

18 A word of caution must be emphasized: Overall rates benchmarks not
19 relevant:

20

21 1. Centra has not had a distribution rate increase for over 10 years
22 and MH is such a large corporation that the administrative costs
23 of Centra are likely to be less than other standalone LDCs or

24 LDCs that are part of a much small group of utilities overall.

25

26 2. “Just and reasonable” rates are not set based on benchmarking to
27 other LDC’s rates. Rather, regulation is designed to be a

28 substitute for competition and the prudence standard is such that
29 rates are to include only prudently incurred costs and not $1

30 more.

31

32 3. Lastly, the task for the PUB is to fix “just and reasonable” rates
33 within the parameters of what Centra demonstrates. Looking to
34 other jurisdictions to compare rates is unwise and impossible in
35 trying to compare performances for each utility. Rather, other

18
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jurisdictions are reviewed to determine what principles are applied

and whether consistent approaches are taken.

D) Appropriateness of the ICAM credit adjustment

1)

2)

3)

4)

There was an expectation at the last GRA that a review of
Centra’s ICAM would occur at the next GRA or at least by the
time of the COSM Review directed to be filed by May 1/20. (PUB
Order 152/19 p.28-29 and p.131 and 137) (CAC Ex.11 p.77-
79)

That did not happen. Considering that the review of ICAM
languished for 25 years, the customers of Centra should not
suffer the delinquency.

There is precedent for a credit adjustment. In Board Order
152/19 the PUB directed Centra to credit rate payers $15.3M for
the period 2015-19 with respect to gas meter sampling, testing
and exchange costs due to a change in IFRS. That amount was
recorded as a positive income in the CFS of MH; but continued
to be recorded as an expense to Centra. The PUB found that
due to the passage of time ratepayers continued to pay higher
rates, than otherwise, but the benefit was not attributed to
Centra and as such the PUB ordered a deferral account to credit
ratepayers amortized over a 3 year period. (BD Order 152/19
p-32 and 132)

Centra (Centra Ex. 15 p.28 and Centra Ex. 30 p.35) argues that
unlike the meter exchange costs, which were recovered from
Centra customers, the additional common O&A and asset costs
occurring between 2021 and 2024 have not been recovered and it

would be inappropriate to credit Centra customers, even

assuming lower costs should be allocated to Centra.

(a) However, the net losses and reductions in post-acquisition

retained earnings that have been caused by this over-allocation
19
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of common costs are really “deferred rate increases for the
future” (much the same as government deficits are considered
deferred taxes for the future).

The fact that these costs were not recovered in rates between
2021 and 2024 is a function of Centra’s inaction and delays in
filing a GRA — and not what is fair for ratepayers. By its own
admission Centra is asking for rate increases to ensure that it
covers its costs (a large part of which are the increases in
common costs or 42% of the increase in non-gas expenses
between 2021 and 2027 (CAC Ex. 11, pgs. 21 to 22 and CAC
Ex.14 p.6) and to rebuild post-acquisition retained earnings in
the future or to stop the erosion of these retained earnings in
the Test Period (Centra Ex.30 pgs. 11-12).

This does not invalidate the meter exchange precedent from the
2020 GRA. It is simply a timing issue where Centra is now
asking for the rate increases to cover the over allocated
common costs.

To demonstrate this fact, all of the $78M of additional revenue
that is projected to be generated by the Centra 12.2% rate path
between 2025 and 2027 will go to repay the $81M reduction in
retained earnings as a result of the higher common cost
allocation between 2021 and 2024 (CAC Ex.11 pgs. 7-8; CAC
Ex.14, p. 9 and T. 1705-1706).

20
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Zone of Reasonableness (“ZOR”)

Why Implement a ZOR for Centra?

It is the leading utility ratemaking best practice (CAC Ex. 10, p. 16, CAC
Ex. 15 pgs. 10, 11, 35-37).

It was directed by the PUB.

Centra supported & continues to support the use of a ZOR (Centra Ex.
30 p. 58).

Numerous experts agree — Atrium, Christensen, RJ Rudden, Collins
(Koch), even IGU (CAC/IGU IR I-5); and

It is consistent with the practice of MH (Centra’s parent).

Why is a ZOR Appropriate?

There is not one acceptable/appropriate COS methodology — a “Range”
of Reasonableness is intended to capture the range of possible COS
methodology results.

It also reflects considerations of fairness and equity, rate stability and
gradualism — (Centra Ex. 30, p. 58; Bonbright — attributes of fairness
and equity; (NARUC Electric Cost Allocation Manual, pgs. 15, 31
Regulatory update to Naruc (“RAP”’) January 2020 (T-1922-23; T-
1962; T-1972-1973) p. 82)

As Centra asserted as part of the COSM, a ZOR is intended to consider
non-cost causal considerations (fairness and equity), given that Cost
causation may be the dominant factor in determining the appropriate
level of rates for a class of customers, but it is not the only factor to be
considered. (Centra COSMR, p. 5); (Ex. 10 p.14)

The object of ZOR is to bring all classes within a range and not set rates
at unity as Centra proposes and Bowman suggests.
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Reason why a ZOR should exist — Specific to Centra:

Design Peak Day is a theoretical calculation subject to considerable
debate (CAC Ex. 10 pgs.28-35).

Centra direct assignment to SC/PS is based on estimate and judgment
and approximations (CAC Ex. 15 p.42-49).

Concerning a change in COSM re: Net Loss (Centra Ex. 30 p.49),
Centra argues that absent a change in methodology, some classes
would receive less of the benefit of the reduced costs. This means that
Centra has embedded fairness and equity considerations in its COSM,
which should be removed and embedded in a ZOR and RCC
consistent with Board Order 109/22 (CAC Ex. 15 p.50).

With respect to the Provincial Guarantee Fee and the Corporate
Allocation, Centra did not do an analysis of the isolated impact to each
class and the issue remains unresolved. The only mechanism to
address this deficiency is through a ZOR, (CAC Ex. 10 pgs.30-32 and
Centra Ex. 15 pgs. 62-63) The fact that everyone may benéefit is
irrelevant to cost allocation.

Concerning the classification of distribution mains there are 5 different
analyses on the record for the allocation of the classes. The range is
a differential of $7M for the SGS class. It is a poster child for the fact
that the assumption in one component of the COS reflects a vast range
of cost responsibility (Centra Ex. 27)

Recommendation: ZOR at 95% - 105%
(1) This range is widely accepted in Canada (CAC Ex. 15 pgs. 10,11,35-

37)

(2) It is consistent with Centra’s parent MH.
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Centra argues that while theoretically costs may only be known within a
range of +/-3% or 5%, setting rates at unity provides the greatest likelihood
that revenues are reasonable compared to costs and are fair for all classes:
(Centra Ex. 30 p.58)

e This statement is false & makes no sense whatsoever. The net result
of what Centra is saying is that the goal is to set rates at unity and the
allocated costs are known with precision. It is not only a contradiction
but is the antithesis of what a ZOR represents unambiguously across
the country.

e The implementation of a ZOR but with the RCC of all classes set at
unity, as Centra recommends, conflicts with the spirit and intent of a
ZOR and thus is meaningless. In other words, there has been no
implementation.

Recommendations: Residentials’ RCC tend to be at the lower end of
ZOR.

o Utility systems are built by/for residential customers. It is the magnitude
of annual throughput/volumes that makes utility systems economically
justifiable (T.1921).

e ltis reflective of the fact that lower risk customers (e.g. SGS class) are
often at the lower end of the ZOR and high risk customers are at the
higher end of the ZOR (T.1923-1940).

e Small volume customers are captive.

Centra asserts that Ms. Derksen’s justifications for under recovering costs
from the SGS class is an attempt to unwind COSMR.

However,

e Putting SGS at lower end of ZOR DOES NOT equal under recovery
of costs. (Centra Ex. 30, p. 63). It is not known with absolute
certainty what it costs to serve each class, and it also recognizes
other objective and costs considerations in setting class RCC’s;

e I|tis not just a coincidence that the SGS class is at the lower end of
the ZOR for utilities.
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e Recommending industry best practice, including what MH does,
cannot represent the unwinding of Board Order 109/22 and is not an
invention of Ms. Derksen. Centra’s attempt at this specious argument
is to deflect from the fact that Centra chose not to do what is was
ordered to do and Centra agreed.

Total Costs v. Non-Gas Costs

(1) The reason to calculate RCCs over total costs is that bills are calculated
on the total costs; (e.g. the 4.5% increase in this application). By
definition the RCC compares the revenues by class to costs by class
and for those classes that do not take gas, those costs are imputed to
put all classes on an equal footing. This is consistent with how bill
impacts are calculated.

(2) Ms. Derksen’s proposal is conceptually identical to what FEI has been
doing for years (CAC Ex. 10, p. 26, fn 25) i.e. RCCs are calculated
based on total costs, including commodity costs, for all classes
including the classes that do not take commodity from the utility.
Revenue rebalancing is done after the BCUC has approved FEI's
revenue requirements.

The Pluses & Minuses of Centra’s COSM amendments (BOD Vol. 3 p.
21)

e Board Counsel took Ms. Derksen though a score card of “pluses”
and “minuses” in the changes to Centra’s COS; implying that the
SGS class benefits from these changes (T-2012-2022). This
approach is not appropriate. It is a matter of principle as to the
proper revenue rebalancing by the use of a ZOR. CAC is by
abiding by that principle.

e CAC is not making any recommendations as to the results of the
COS; nor is it seeking to unwind the results of the COSM. Rather,

24



CAC is recommending the apportionment of the revenue
deficiencies through the utilization of a ZOR and RCC.

Classification of Distribution Mains
PUB direction in Board Order 109/22

(1)

Centra states that in Board Order 109/22, the PUB directed Centra to
complete a minimum system study using cost data indexed to inflation.
(Centra Ex. 30 p.50)

For clarity the PUB’s direction was much stronger: “The Board finds
that the minimum system approach is the best manner of classifying
the distribution mains included in Centra’s Distribution function. The
Board accordingly directs Centra to complete a minimum system
study. The cost data included in the study are to be indexed to
inflation.

If Centra’s minimum system study is ready in time for the utility’s next
general rate application, Centra’s cost of service study for that
application is to be based on the classification percentages suggested
by the minimum system study. If the study is not ready in time for
Centra’s next general rate application, Centra is to retain the existing
67% Demand and 33% Customer classification split for its distribution
mains. The Board accepts Atrium’s evidence that the minimum
system method is the most frequently used distribution classification
method for North American utilities and would be the most
appropriate approach for Centra. In the Board’s view, because the
minimum system approach incorporates actual cost data, it is a better
tool than the diameter-length approach even if, as indicated by Centra,
the study requires a number of assumptions to be made. The zero-
intercept method was recommended by Atrium but not by any party
to this hearing. The Board agrees that it should not be adopted at
this time due to the lack of data necessary to complete a zero-intercept
study...

The Board therefore directs Centra to provide an update on the
preparation of the study at the next general rate application if the study

25
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is not ready by that time. In the interim, the Board accepts Atrium’s
position that the current 67% / 33% split between Demand and
Customer classifications for Centra’s Distribution function is
reasonable based on Atrium’s industry experience.”

[Emphasis added]

(3) By Comparison to remind parties as part of the COSM for MH electric,
in Board Order 164/16, the PUB directed poles & wires to be classified
100% demand & allocated based on Non-Coincident Peak.

It stated:

“The Board finds that distribution poles and wires should be
classified as 100% Demand. This reflects cost causation as the
sizing of poles and wires is based on demand. Manitoba Hydro’s
approach of a 60% Demand and 40% Customer classification
split is based on an arbitrary assumption that the number of
customers influences the cost of poles and wires. The Board
does not find sufficient evidence in the proceeding to support this
assumption. Although geography influences the cost of poles
and wires, the correlation between geography and customer
numbers is not established. A geographically remote customer
will cause Manitoba Hydro to incur poles and wires costs to
extend service; however additional customers along this route
can be added at no additional cost, with respect to poles and
wires. Likewise, large numbers of customers in densely
populated areas do not cause additional poles and wires costs
on the basis of their numbers. Their geography determines part
of the costs (along with the total demand) but in most cases the
poles and wires costs are completely independent of the number
of customers. In addition, industry practice in this area is
inconsistent.”

“The Board finds that the Demand component of Distribution
costs should be allocated based on each class’s Non-Coincident
Peak demand. Non-Coincident Peak is the industry standard for
allocation of Distribution costs. As there is less load diversity in
the Distribution function, Distribution assets may primarily serve

26



0o NOoO Ok WODN -

©

- A
N = O

-
W

W W W W W WWNDNDNDNDDNDDNDNDNDDNDNNDN=2 22 A
OO OOk, WON 20 O 0o NOO OO P, OWON-20O0 O o NOL OO

only one class. This increases the probability that a certain class
causes the peak load, which supports the Non-Coincident Peak
allocator. The Board finds that Manitoba Hydro does not have
sufficient data for substations across the province to support
estimating the coincident demand imposed by each class. Non-
Coincident Peak is the most reasonable approach absent further
data. If Manitoba Hydro develops additional data in the future, it
should revisit whether Non-Coincident Peak is still the most
appropriate allocator.”

(Board Order 164/16 pgs.72 and 74)

(4)

There is no difference between distribution poles and wires and natural
gas distribution in mains.

Use of a Zero Intercept Method

(5)

(8)

Centra recommended that the PUB approve Atrium’s Zero-Intercept
study for the classification of distribution mains based on: i) discomfort
with Mr. Bowman’s “novel” approach that would result in significant
cost shift to the SGS class of $7 million (or a 6% increase) with
commensurate cost decreases of $5 million to the LGS class and $1.5
million to the HVF class and minimal impact to the Mainline Class.
(Centra Ex.27)

This was a last minute position change by Centra at the hearing.

To be clear the PUB found that the minimum system study is the most
appropriate classification methodology for Centra. On this basis, the
PUB having previously determined the appropriate methodological
approach for the classification of distribution mains in the COSMR, it
is most appropriate that the minimum system study prepared by Atrium
be approved by the PUB.

Mr. Bowman’s approach is extreme for numerous reasons:

¢ As stated above, the PUB found it appropriate to classify poles and

wires for MH electric operations on the basis of 100% demand
because such plant is not driven by customer numbers. Centra

27
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distribution mains are no different. On this basis, distribution mains
are either entirely or more greatly influenced by demand and not by
customer numbers;

The most current cost allocation literature for numerous reasons
attempts to “include a far greater portion of shared distribution costs
as customer-related are frequently unfair and wholly unjustified” (T-
1973).

One such reason is that the distribution system is built to cover an
area that is economically justified based on anticipated volumes and
it costs no more to serve a multi-family building that one commercial
customer of the same size; that is distribution is not primarily driven
by customer numbers, but rather by demand or volumes (T-1921).
To conclude that distribution mains are driven predominantly by
customer members and very little by demand (and no volumes), the
result of Mr. Bowman’s methodology (76% customer 24% demand)
is an extreme perspective philosophically;

Mr. Bowman’s approach is also an extreme position based on
industry practice (T-1663) & (COSMR CAC/Atrium I-6a)

It is important to assess the reasonability of Mr. Bowman’s approach
that conflicts with Centra’s classification of transmission plant which
is based on 100% demand. In other words that two 10” pipes, one
deemed transmission and one deemed distribution presumably
based on pressure, would be classified 100% demand for one pipe
and 13% demand for the other pipe is a proposition that is not-logical.
(T-1975); and

Unfortunately, Atrium was not called to support its conclusions.

Recommendation

For all the above reasons, the PUB should approve Atrium’s minimum
system study with 80% demand/20% customer classification. If the PUB
views the movement from 67% demand/33% customer to 80% demand
20% customer classification as to large a shift in classification and
ultimately class cost responsibility, Centra’s recommendation to adopt the
zero-intercept study by Atrium is a reasonable compromise as it weights
demand as the dominant driver of distribution main costs. Itis a cost driver
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that is directionally reasonable for the reasons cited above and for the
reasons cited by Centra.

CAC strongly opposes Mr. Bowman’s approach and recommends it be
disregarded/rejected by the PUB.

No Relief for the HVF/MLF Classes

The relief sought for the HFV/MLF classes is inappropriate. Interim relief
was considered and delivered in Board Order 109/22 and if the PUB had
intended interim relief to any other classes it would have done so.

Centra’s Capital Planning Proposal
1.1 Introduction

The fundamental concern with Centra Gas’s capital investment proposal is
the disconnect between its stated planning premise of flat or declining
natural gas consumption and its continued reliance on a “business as
usual’ capital planning approach. Centra Gas justifies broad-based
capacity investments using localized or exceptional cases, such as specific
grain dryer loads or localized population growth, which do not support
system-wide infrastructure expansion. These localized needs may warrant
targeted investment, but they do not justify a general capital expansion
strategy.

Notably, Centra Gas itself acknowledges the risk that a shrinking customer
base will be left to carry the cost burden of an oversized natural gas system.
Centra Gas states:

‘A decline in the number of gas ratepayers will significantly
increase gas rates. As competition and climate policies put
downward pressure on gas consumption and ratepayer counts, the
costs of safely maintaining gas networks will concentrate on the
shrinking pool of ratepayers who remain, further incentivizing
ratepayer exit.”

! Application, Tab 02, Section 2.4.4, p. 21, |. 1-4.
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By continuing to plan as though perpetual growth is assured, despite its
own projections to the contrary, Centra exposes ratepayers to unnecessary
financial risk.

1.2 Centra Gas’s Two Conflicting Natural Gas Outlooks

Centra Gas presents two conflicting natural gas outlooks to justify its capital
expenditures. First, its “Annual Natural Gas Consumption Outlook”, filed by
Manitoba Hydro as part of its 2023 Integrated Resource Plan, forecasts flat
or declining provincial gas consumption through 2043 across four energy
transition scenarios that account for decarbonization policies and
electrification. None of the scenarios project growth in annual energy
consumption. As shown in Figure 1, Centra Gas’s annual natural gas
consumption outlook in all scenarios show flat or declining gas demand,
even in Scenario 2 which represents the highest consumption scenario and
least amount of change from continuously increasing historic natural gas
usage.

Figure 1: Centra Gas IRP Demand Projections for Annual Natural Gas Consumption?
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The second outlook is Centra Gas’s “Primary Station Peak Demand
Outlook,” which can be quantified based on data provided confidentially in
response to CAC-Midgard/Centra I-14(b) in this proceeding. This forecast
contradicts the flat or declining annual energy consumption outlook by
projecting positive peak demand growth at all primary stations through

2 Application, Tab 02, Section 2.4.1, Figure 2.1, p. 17 of 28. Footnote omitted.
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2043. All stations show growth, with none exhibiting flat or declining
demand, and the maijority of forecasted growth rates are uniformly set at
one percent.?

Moreover, justifying capital investments based on peak demand growth
that is uniformly positive and almost always set at one percent contradicts
Centra Gas’s claim that it bases its forecasts on local factors such as
development plans and historical trends. Centra Gas applies local factors
in only a few select cases, such as where pipeline pressures are
approaching minimum thresholds or a specific load is identified, for
example grain dryers, and does not distinguish between different historical
trends across its primary stations.

Based on historical data, increases in annual energy consumption have
been positively correlated with increases in peak demand. As annual
consumption rose, peak demand also increased. This relationship is
illustrated in Figure 2 of Midgard evidence,* which demonstrates the
positive correlation between annual energy consumption and peak demand
based on both historical data and forecasted trends.

However, Centra Gas is now claiming that something fundamental has
changed such that, from this day forward, the positive correlation between
annual energy and peak demand no longer holds, with peak demand
continuing to increase despite annual energy being flat or decreasing.

As discussed by Midgard in response to evidence information request
IGU/CAC 1-7, to validate the claimed decoupling of energy and peak
demand, Midgard recommends that the Board require Centra Gas include
specific data in future rate applications to address misaligned planning
outlooks and capital risk.®> This includes reconciling demand forecasts,
quantifying primary station variability, estimating stranded capital under
various scenarios, providing rate impact proxies, analyzing the correlation
between energy and peak demand, and identifying non-capital alternatives
to mitigate investment needs. Some of this data, necessary to validate the

3T.202,1.21-23; T.215, I. 12-16. The one percent growth factor was originally filed as confidential material but was made public by Centra Gas
during oral testimony.

4CAC-Ex.9, Section 2.2, Figure 2, p. 7.

5 Intervener Evidence Information Requests. Midgard response to IGU/CAC I-7, pgs. 1-3.
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claimed decoupling of energy and peak demand, was not provided in the
current proceeding despite being requested by Midgard (e.g., see Centra
Gas’s response to CAC-Midgard/Centra 1-19).

In its final argument, Centra Gas statement that it “continues to connect
new firm customers each year which has increased hourly peak gas
usage,” ® creates a fundamental dissonance. Specifically, Centra Gas
simultaneously confirms a positive correlation between increased annual
energy from customer connections and peak demand, but then claims that
“peak hour demand ... is not comparable to annual volume forecasts.”
Both statements cannot be true at the same time: either there is a positive
correlation between annual energy and peak demand, or there is not. The
evidence clearly indicates that there is a positive correlation.

Midgard acknowledges in its evidence that while the degree of positive
correlation may change in the future (i.e., be lower than historically), the
correlation will remain positive.® However, Centra Gas appears to use
changes in the positive correlation between annual energy and peak
demand as justification to continue extrapolating historical growth trends in
a “business as usual” manner, meaning that the historical trend of peak
demand increases will continue unchanging into the future, rather than be
reduced. This approach ignores that while some peak demand growth may
be expected from new natural gas furnace additions, the overall growth rate
will be lower than historical trends due to peak demand reductions among
existing customers, driven by continued efficiency improvements, full fuel
switching from natural gas system abandonment, and partial fuel switching
to electric appliances such as electric water heaters.

Centra Gas’s own evidence confirms that customers will switch, in part or
in whole, to electricity, reducing both annual energy consumption and
associated peak demand growth.® Therefore, the appropriate expectation
is a peak demand growth rate that may be positive but lower than historical
trends, or potentially negative.

6 Centra Ex. 30, Section 7.2, p. 41, . 32-33.
7 Centra Ex. 30, Section 7.2, p. 41, |. 27-28.
8 CACEXx. 9, Section 5.1.1, p. 28, |. 18-26.

9 Centra Ex. 30, Section 7.3, p. 42, |. 26 to p. 43, I. 2.
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As a result, the inconsistency between flat or declining annual energy
consumption and uniformly positive peak demand growth continuing at
historic trend rates demonstrates that Centra Gas’s capital planning is
overestimating its capacity needs and investing in assets that are at
increasing risk of being underutilized or effectively stranded from a
ratepayer perspective when future natural gas system growth does not
materialize as planned.

1.3 Capital Pacing Considerations

Centra Gas’s misalignment between flat or declining energy forecasts and
rising peak demand justifications, combined with impaired decision-making
due to its lack of asset management maturity, requires a reassessment of
the pacing of its capital investments which show a marked step increase
from 2023/24 onward compared to historic trends. Centra Gas’s capital
spending shown in Figure 2 exhibits a marked discontinuity from historic
trends with a step increase occurring in the 2023/24 forecast year, a pattern
that repeats across multiple capital categories.

Figure 2: Capital Spending Summary and 2023/24 Step Increase®
80,000
70,000
60,000

50,000

40,000
30,000
20,000
10,000

0

2017/1 2018/1 2019/2 2020/2 2021/2 2022/2 2023/2 2024/2 2025/2 2026/2 2027/2

$k

Total 29,032 30,442 37,315 34,037 41,247 42,280 66,735 60,320 51,801 58,621 46,409

10 Supporting data and analysis are in P0764-D007-FRM-RO1-EXT - Centra Gas MB Programs & Projects Data.xIsx, provided with CAC Ex.9.
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Midgard’s evidence highlights that Centra Gas’s asset management
maturity remains insufficient to provide a robust quantitative basis for
justifying proposed step changes in capital spending:

“In the AMCL Report, AMCL founds that MH has advanced its overall
maturity from 1.5 to 1.81 (i.e., still in the “Awareness” Category):

“Manitoba Hydro's overall Asset Management Maturity Score
has increased from 1.5 to 1.81.”

MH’s score of 1.81 must be viewed in context wherein a score of
three (3.00) would indicate broad conformance with an ISO 55001
standard used to assess asset management maturity.” "

The lack of maturity in asset information, risk review, and decision-making
constrains Centra Gas’s ability to make or justify investment decisions.
Consequently, Midgard assessed the capital investments based on the
filed evidence and identified specific programs where the proposed
investment pacing was clearly inappropriate.

1.4 System Betterment - Integrity

Regarding Centra Gas’s System Betterment — Integrity program, Centra
Gas claims it needs more than a 2 percent budget increase'? but provides
inadequate supporting evidence to justify its proposed 21 percent step
change in real dollar spending.’® Centra Gas claims it has historically been
engaged in a period of underspending’ and raises the spectre of increased
safety and compliance risks in its final argument’ but continues to be
unable to enumerate or quantify the materiality of those risks. As stated in
Midgard’s evidence:

“Centra Gas did not provide evidence of a marked increase in system
risk that must be addressed through a budget step change. While
Centra Gas identified historical contractor-related challenges, a
[21]% budget step change in real dollars is not adequately justified

11 CACEx. 9, Section 4.1, p. 19, |. 1-5. Foot notes omitted.
12 Centra Ex. 30 Section 7.3, p. 41, |. 18-21.

13 CACEx.13, Table 1, p. 1.

14 Centra Ex.30 Section 7.3, p. 41, |. 18.

15 Centra Ex. 30 Section 7.3, p. 41, |. 22-23.
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on that basis alone. Centra Gas’s failure to optimize its asset risk
portfolio is not unexpected, given its lack of asset management
maturity, characterized by poor asset condition knowledge, risk
assessment and review, and asset management decision-making.
Given the significant step increase in spending starting in the
forecasted 2023/24 year, and the lack of risk-based evidence
supporting such an increase, Midgard recommends that the pacing
be returned to historical averages, adjusted for inflation.” 1®

Based on Centra Gas’s confirmation in Undertaking #18'" that Midgard’s
revised historical average from 2017/18 to 2022/23 of $2,185,000 based
on actual program spending is correct, it is recommended that the adjusted
pacing for the System Betterment — Integrity program be aligned with
historical averages until such time as Centra Gas can demonstrate the risks
being mitigated by the proposed 21 percent step-change increase in
spending. The resulting spending forecast for System Betterment —
Integrity is, therefore: $2,214,000 in 2023/24; $2,585,000 in 2024/25;
$2,640,000 in 2025/26; $2,695,000 in 2026/27; and $2,752,000 in
2027/28."8

1.5 System Betterment — Capacity & Other

System Betterment — Capacity & Other is another program with a material
step increase in spending compared to historical averages, with a 170%
real dollar increase compared to historical averages.'’ As stated in
Midgard’s evidence:

“Centra Gas forecasts declining or flat annual natural gas
consumption but incongruously forecasts positive peak demand
growth across all its primary stations. These peak demand forecasts
are based on largely uniform positive growth assumptions (e.q.,
1.0%...) rather than station-specific historical trends. This forecasting
misalignment and positive correlation between energy and peak
demand indicates that capacity expansions based on positive peak

16 CAC Ex. 9, Section 7.2, p. 38, |. 6-13. Footnotes omitted.
17T.682, |. 8-9. Centra Gas Undertaking No. 18.
18 CAC-Ex13, Table 1, p. 1.

19 CAC Ex. 9, Section 7.3, Table 9, p. 40.
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demand growth forecasts are overstated and leading to unnecessary
capital spending.” ?°

In its final argument, while Centra Gas acknowledges fuel switching, in
whole or in part, to electricity by its customers Centra Gas claims that new
natural gas furnaces are responsible for increased peak hourly loads on
peak demand design days, also known as the coldest days of the year.?’
Centra Gas has again confirmed that increasing annual energy demand, in
this case due to natural gas furnace additions, is positively correlated with
peak demand increases. However, Centra Gas ignores the impacts of fuel
switching within its existing customer base. As a result, it does not address
the fundamental issue with its capital plans: future peak demand growth will
be lower than historical trends.

Since the peak demand reductions resulting from fuel switching are not
accounted for in Centra Gas’s “business as usual” extrapolation of historical
trends, and future peak demand growth will be less than historical trends,
it follows that historical real-dollar budgets should be at least adequate to

meet future growth needs, which are lower than past growth needs.

Accordingly, it is recommended aligning capital investment pacing with
historical real dollar averages until such time as Centra Gas provides
sufficient justification for a departure from past trends. The resulting
spending forecast for the System Betterment — Capacity & Other program
based on historic real dollar averages is therefore, $1,671,000 in 2023/24;
$647,000 in 2024/25; $661,000 in 2025/26; $674,000 in 2026/27; and
$689,000 in 2027/28.22

1.6 Service Riser Remediation

Midgard’s service riser remediation argument is not based on historical
averages and spending volatility, as argued by Centra Gas in Section 7.2
of its final argument.?® These factors may have identified the program as a
candidate for further investigation, but the basis for Midgard’s
recommendation is the substantial cost savings associated with ramping

20 CAC Ex.9, Section 7.3, p. 40, |. 8-13. Confidential material omitted from quote.
21 Centra Ex. 30 Section 7.3, p. 42, 1. 26 to p. 43, I. 2.
22 CAC Ex. 9, Section 7.3, Table 10, p. 41.

2 Centra Ex. 30, Section 7.2, p. 42, |. 14-21.
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the program up to 3,000 residential units and 250 commercial units per year
more gradually outweigh the increased risks that would result due to the
slower ramp-up. According to Centra Gas, the increased risk of the slower
ramp up is valued at $10,000:

“If the increase to 3,000 was spread over three years, the associated
cost as valued through the CVF is $14,000 to $24,000 and is
relatively small when compared to other risks in the investment
portfolio.” 24

In contrast, the cost savings from a slower ramp-up is $875,000.° As a
result, although increased risk is acknowledged by Midgard in its evidence
and raised as a spectre by Centra Gas, the substantial cost savings clearly
outweigh the associated risks.

Accordingly, the following spending forecast for the Service Riser
Remediation program, based on adjusted target volumes and real dollar
pacing: $2,631,000 in 2023/24 for 2,185 units; $1,319,000 in 2024/25 for
2,451 units; $1,505,000 in 2025/26 for 2,718 units; $1,686,000 in 2026/27
for 2,984 units; and $1,873,000 in 2027/28 for 3,250 units.?®

1.7 South Loop System Upgrades

Centra Gas claims the South Loop System Upgrade addresses potential
service constraints in a region that is experiencing notable growth in
customer connections and agricultural processing loads. From 2019 to
2024, Centra connected 710 residential, 244 small commercial, and 47
large commercial services to the South Loop system, including grain dryer
loads in 2023 and 2024.%"

Centra Gas evaluated multiple alternatives and selected pipeline looping
as the most reliable option, citing limitations with Liquified Natural Gas
(“LNG”) peak shaving and compression.?® However, the justification for this
investment hinges on anticipated large grain drying loads forecasts that

24 Response to CAC-Midgard/Centra 1I-14, p. 1 of 1.
25 CAC Ex.9, Section 7.5, Table 13, p. 45.

26 CAC Ex. 9, Section 7.5, Table 13, p. 45.

27 Centra- Exhibit 15, Section 3.2, p. 35, |. 18-29.

28 pUB/Centra |-95b-c Attachment 1, Section 7, pgs. 13-21 of 37.
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remain unconfirmed and pose a considerable risk of stranded capital to
ratepayers:

“Additionally, reasonably identifiable, although poorly quantified,
service constraints exist, viable alternatives were considered and
eliminated, and obligatory considerations related to customer
connection commitments exist. But if these large grain drying facilities
do not materialize as forecasted, the South Loop System Upgrade will
represent significant underutilized and effectively stranded capital of
$16M, which must be borne by the remaining system ratepayers.” ?°

When questioned about the value of the proposed South Loop Upgrade
project relative to other upgrade projects, the lower value of the South Loop
project was identified:

“Per the CVF framework, an evaluation of the proposed capacity
upgrade projects shows that some projects (e.g., the Oakbank
System Capacity Upgrade with a Value/$k score of 310.32) provide
much more value per dollar spent than other projects (e.g. South
Loop System Upgrade with a Value/$k score of 5.69). The Value/$k
for the Oakbank project is over 50 times larger the South Loop
project. In evaluating project need, projects with lesser scores
become candidates for consideration as to whether they provide
sufficient value to ratepayers and are candidates for deferral or re-
scoping (e.g. South Loop System Upgrade).” *°

Midgard identified that the risk of stranded capital was a key decision pivot,
should the grain dryer or localize peak demand loads not materialize on the
expected timelines:

“While broader concerns exist regarding Centra Gas’s planning
assumptions and lack of quantification, the South Loop System
Upgrade project is difficult to objectively oppose because of the
claimed potential for large grain drying facilities. Additionally,
reasonably identifiable, although poorly quantified, service
constraints exist, viable alternatives were considered and eliminated,

29 CACEx. 9, Section 7.1, p. 35, |. 28 to p. 36, I. 3.

30 CAC Ex. 09, Section 7.1, p. 35, I. 1-6.

38



- O © 0O NO O & WON -

[ N

N G G G G |
©O© 00N O O b WN

N N DN DNDNDNDN
o OB~ WN -~ O

N
~

W NN
o O

and obligatory considerations related to customer connection
commitments exist.3" But if these large grain drying facilities do not
materialize as forecasted, the South Loop System Upgrade will
represent significant underutilized and effectively stranded capital of
$16M, which must be borne by the remaining system ratepayers.
Consequently, changes to the capital spending profile for the South
Loop System Upgrade project are not recommended, despite the real
risks of significant underutilized and/or stranded capital. However, if
Centra Gas observes conditions that may jeopardize the arrival of
large grain drying facilities in the South Loop area, the project as
proposed should be deferred.” 32

During the oral hearing, Centra Gas stated that it is waiting for an
environmental assessment before construction begins, and that the
environmental assessment takes up to 18 to 24 months to complete.®
Given the materially higher initial capital cost of the proposed South Loop
project ($17,700k for the Transmission Pipeline Looping option) compared
to the alternatives ($8,000k and $8,300k for the Gas Compression and
Fixed, Permanent LNG Peak Shaving investment options, respectively),*
the risk of stranded capital if the grain dryer loads do not materialize as
planned, and Centra Gas’s overall estimation of peak demand growth rates,
it is recommended that for the South Loop project, the environmental
assessment continue as planned but that consideration of the South Loop
project construction commencement be deferred to the next General Rate
Application (“GRA”) when Centra Gas will know the results of the
environmental assessment, updated construction costs, greater certainty
regarding system growth rates, local growth rates, and grain dryer timings.

1.8 Safety Risk Management

Concerns remain regarding Centra Gas’s reliance on an Occupational
Health, Safety and Environment (“OHSE”) framework rather than adopting
a Process Safety Management (“PSM”) approach consistent with industry

31 For clarity, Midgard is not endorsing the quality of the evidence provided by Centra Gas, but given its lack of asset management maturity
Midgard is forced to make allowances until such time as Centra Gas improves its asset management maturity.

32 CAC Ex. 09, Section 7.1, p. 35 1. 26 to p.-36, . 6
337,558, 1.19-24.

34 Response to PUB/Centra 11-42(f), Table 6, p. 1 of 2.
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best practices. OHSE frameworks focus on frequent, lower-consequence
worker safety events. In contrast, PSM is designed to address low-
probability, high-consequence incidents such as fires, explosions, or gas
releases involving hazardous materials. For clarity, there is no
disagreement that Centra Gas is meeting minimum acceptable safety
practices as it argues in response to CAC-Midgard/Centra lI-4(a):

“The PUB has directed Centra Gas to follow CSA Z662 Oil and Gas
Pipeline Systems as the standard for the design, construction,
operation and maintenance of its natural gas system.” 3°

Although Centra Gas complies with minimum safety standards (e.g., CSA
Z662), these represent baseline requirements rather than best practice in
managing major accident hazards. Despite this, Centra Gas maintains that
PSM is not applicable to its operations, asserting that it does not produce
or store hazardous chemicals, stating:

“...our position at Centra is that it [PSM is] not [an] appropriate
standard to use. PSM is intended for companies that produce and
store hazardous chemicals. Centra manages and operates a
transmission and distribution pipeline network. We are not the
producer of the chemical.” 3

This interpretation is overly narrow and ignores both the actual nature of
Centra Gas’s operations and established industry practice. Specifically,
natural gas is classified as a hazardous material due to its flammability and
potential for explosion.

Additionally, maintaining a range of operating pressures in the pipelines is
functionally equivalent to storing hazardous material (natural gas) within
the system. While the primary purpose of a pipeline may be transmission,
it also serves a secondary purpose as storage, achieved through pressure
variation. As described by Centra Gas:

“Capacity upgrade projects include installation of new mains to
support load growth, or balance load and pressures within an existing

35 Response to CAC-Midgard/Centra lI-4(a), p. 2 of 2.
37,228, 1.17-23.
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area of a natural gas network where continued load growth has
consumed the available pipeline capacity.” 7

The fact that Centra Gas operates a network of pipelines under a range of
pressures means the system consistently contains, controls and stores
hazardous materials, creating the potential for serious incidents such as
fires and explosions. PSM standards, though originally originating in
chemical production, are now widely applied to any operation managing
significant quantities of hazardous substances, including pipeline systems
which transmit and store natural gas.

In summary, Centra Gas should be directed to evaluate the adoption of a
PSM approach as a complement to its current systems, to align with
industry best practices, better manage major accident hazards, and explore
potential cost savings for ratepayers. PSM would enhance Centra Gas’s
existing Safety Leadership Management System and Safety Management
System. The benefits of Process Safety Management include improved risk
management, regulatory alignment, enhanced public and worker safety,
operational efficiencies, reputational advantages, and the potential to
unlock cost savings through the elimination of ineffective safeguards.

37 Application, Appendix 7.3, Section 4.2, p. 13 of 72.
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Conditional Rates

Centra recommends (Ex. 30 p. 9) that the PUB approve additional
rate increases (2026 & 2027) on a conditional basis with the filing of
updated financial information citing Board Order 101/04.

(a) Itis not surprising, given Centra’s reluctance to ask for relief beyond
the test year, that there was no request as to how it would be
accomplished other than a passing reference in the application; in
the evidence of Mr. Fogg and a cryptic reference in Centra’s final
argument (Ex. 30 p.9) to possible conditional relief. It was not until
Panel Member Simonsen pressed Mr. Czarnecki at the very end of
Centra’s argument as to the shape of those conditions, that Mr.
Czarnecki’'s answer was finalize rates:

a. on Nov. 1/25 based on the record before the PUB already (T-
2102) based on a letter.

b. on Nov. 1/26 — based on actual results at that time and a new
forecast looking forward. (T-2104)

CAC’s Recommendation for a Written Process with Intervenor
Participation to Accompany any Conditional Rate Increase(s) that
May Be Awarded by the PUB

CAC'’s position is that any conditional rate increases awarded by the PUB
for 2026 or 2027 should include a written process with a filing by Centra, a
short round of information requests by the PUB and intervenors, written
submissions by intervenors and Centra — and then a PUB decision. This
process is consistent with the conditional rate increase process that Centra
cited related to Orders 101/04 (p.36) and 34/05.(p.3)

The components of CAC’s proposal are as follows that:

1. The PUB issues a decision flowing from this GRA proceeding,
including any directed rate-setting adjustments related to revenue
requirements, COS or rate design;
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2. Centra:

a. makes a formal request for any conditional rate increase
awarded by the PUB;

b. provides an updated financial forecast, recognizing that the
forecast in the current proceedings are now stale dated;

c. provides an updated COS; and

d. provides a compliance filing that outlines Centra’s proposals to
implement the PUB’s rate-setting adjustments in the GRA
decision;

3. The PUB and intervenors have one round information requests to

Centra on the rate application and compliance filing to ensure that the
PUB decisions have been appropriately reflected in the compliance
filing. It is further noted that if the financial forecast of Centra has
changed materially, it would be a change in circumstances that
should be considered as part of the process and not a re-litigation of
the GRA decision;

. Intervenors are provided the opportunity to provide written

submissions to the PUB on the rate application, any changes in
financial forecast and the compliance filing;

. Centra is provided with the opportunity to provide written reply

submissions to the PUB to respond to the intervenor written
submissions; and

6. PUB issues a decision on any conditional rate increase(s).

Rationale:

(1) Centra’s recommendations assume that it gets the indicative rate path
with 100% unity (RCC at 1); conversely that none of the intervenors’
recommendations are granted in whole or in part or the PUB does not
have any adjustments of its own.

(2) This is not a normal GRA. There are some consequential components
that are in play:
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(a)lt is the first review of the ICAM in 25 years;

(b) The implementation of the COSM decision Board Order 109/22 is the
first review of Centra’s COSM in 30 years; and,

(c) The consideration of how the rate design phase is to work for gas
flowing from Board Order 109/22, including potential implementation
of a ZOR and how to place the various customer classes in a ZOR.

(d)The object is to get finality and not let these issues linger any longer.

CAC Recommendations

1)

2)

3)

4)

5)

6)

Concurrence by CAC in finalizing the interim rate increase of 4.5%
for the 2024/25 test year.

If the Board considers it appropriate to approve rate increases for
2025/26 and 2026/27, then the rate increases for those years be
limited to 2.0% to 2.0% respectively.

A revenue requirement reduction of $6M in ICAM allocation for the
test year(s).

The approximate $5M in unsupported Administrative Support Costs
should be disallowed for the test year(s).

The ratepayers receive a $21M credit for over allocation of OSC
between 2020/2021 — 2023/2024 amortized at $7M per year over 3
years.

The request by Centra for a cloud Computing Arrangements

Regulatory Deferral Account be denied and canvassed at the
pending MH electric GRA scheduled to be heard in 2025.
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7)

8)

9)

10)

11)

12)

13)

The PUB should direct a Planned Independent Review of the Debt
Management Strategy/Interest Risk Policy and Guideline to Assess
the Interaction of the various Policy Limits of Variable Rate Debt.

A ZOR be implemented with a range of 95% - 105% prospectively for
the next rate change.

The Board issues a written procedure for any conditional rate
increase.

The request of IGU seeking relief for the HVF/MLF classes be
rejected.

The Classification of Distribution Mains be set either at 80%/20%
(demand/customer); alternatively set at 65%/35% (demand
customer) per the Zero-Intercept study.

Centra adopt a slower pace of Centra’s capital planned additions as
recommended by Midgard.

The Board direct Centra to evaluate the implementation of the

Process Safety Management to improve overall system and public
safety.
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